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=x (p) Eiemptive provision under Rule 15&3-3.

OATH OR AFFIRMATION

Gregg M. Doqling ' o |
1, | I , swear (or afﬁrm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedulcs pertammg to the firm of
Pioneer Funds Distributor, Inc. | Il

of December 3T . .20 0o

neither the company nor any partner, proprietor, principal officer or dlrector has any proprietary mterest in any account

, a8

, are true and correct. 1 further swear (or affirm) that

classified solely as that of a customer, except as follows:
] .

i
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— ] - —_—— —
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Corporate Controllet
Title -

4

i
Notary Public‘ | l
1
l
I
|
i
I,

This report ** contains (check all appI:cabIe boxes):
&, (a) Facmg Page. i
EI (b) Slatcmcnt of Financial Condition, }
E (c) Statt,mcnt of Income (Loss). E
(d) Statt.mcnt of Changes in Financial Condition. '
(e) Statcment of Changes in Stockholders’ Equity or Partners’ or Sole Propnetors Capital. t
H Statement of Changes in Liabilities Subordinated to Claims of Creditors. |
(g) Computatlon of Net Capital. ] }
(h) Computatlon for Dctermmauon of Reserve Requirements Pursuant to Rule 15¢3-3. J
(i) lnfml'matlon Relatmg to the Possession or Control Requirements Under Rule 15¢3-3.
G A Reconcnhatmn including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computatmn for Determination of the Reserve Requirements Under Exhlbnt A of Rule 15¢3-3.
(k) A Réconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolldatlon 5 - :
() An Oath or Afﬁrmatwn ' '
(m) A copy of the SIPC Supplemental Report. ;

{n) Areport dcscnbmg any materlal inadequacies found to exist or found to havt': existed since lhc' date of the previous audit.
I

** For conditions of conf denual treatment of certain portions of this filing, see secnon 240. l7a-5 (e)(3).

\ I

x (o) Auditor's report,on the study and evaluation of 'internal controls.

b
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- PIONEER FUNDS DISTRIBUTOR, INC.

(A Wholly Owned Subsidiary of Pioneer
Investment Management, Inc.)

Financial Statements and Schedules
December 31, 2006

(With Independent Auditors’ Report Thereon)



' March 28, 2007

|
|
KPMG LLP ‘ {  Telephone 617 988 1000

99 High Street ", . Fax 617 507 8321 -
Boston, MA 02110-2371 [ Internet WWAW.US. kpmg.com

- Independent Auditors’ Report -

The Illoard of Directors
Pioneer Funds Distributor, Inc.:

T

We have audited the accompanying statement of ﬂnancral condmonlof Pioneer Funzis Distributor, Inc. (the
Company) as of December 31, 2006, and the related statements of ‘operations, changes in stockholder’s
equity and comprehensrve income, and cash flows for the year then ended that you are filing pursvant to
Rule 17a-5 under the Securities Exchange Act of 1934. These financial statements ti:re the responsibility of
the C‘ompany s management. Our responsibility is to express an oplmon on these ﬁnanc1al statements
based on our audit. - i

We anducted our audit in accordance with auditing standards generally accepted | 1n the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material rmsstatement An audit lncludes consideration of
mtemal control over financial reporting as a basis for designing audtt procedures that are appropriate in the
cucumstances but not for the purpose of expressing an opinion on the effectiveness of the Company's

N mternal control over financial reporting. Accordingly, we express no such opinion. I'An audit also includes

exammmg, on a test basis, evidence supporting the amounts and drsclosures in the financial statements,
assessmg the accounting principles used and significant esttmates made by management as well as
eva.lulattng the overall financial statement presentation. We belteve that our audlt provides a reasonable
basis for our op1n10n J

In our opinion, the financial statements referred to above present fairly, in allimaterial respects, the
ﬁnancnal posmon of Pioneer Funds Distributor, Inc. as of December 31, 2006, [and the results of its
operattons and tts cash flows for the year then ended in confonmty with U S. generally accepted
accounting pnncrples | :

Our audlt was conducted for the purpose of formmg an opinion on the basic ﬁnancral statements taken as a
whole The tnformatlon contained in schedules I, 11, and HI is presented for purposes of additional analysis
and is not a requtred part of the basic financial statements, but is supplementary ﬁ'rformatton required by
Rule Il?a-S under, the Securities Exchange Act of 1934. Such mformatlon has ‘been subjected to the
audttrng procedures applred in the audit of the basic financial statements and, in our optmon is fairly stated
in alljmaterial respects in relation to the basic ﬁnancml statements taken as a whole.

- K‘PMG u:# |

KPMG LLP, a U.S. limited liability pannership, is the U5,
mamber firm of KPMG International, a Swiss cooperative.
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PIONEER FUNDS DISTRIBUTOR, INC . l
(A Wholly Owned Subsidiary of Ploneer
* Investment Management, Inc.) ;

Statement of Financial Condition |
-‘December 31, 2006

(Dollars in thousands)

|
|
1
i
I
|

t
4
Assets : .
Cash and cish equivalents (note 2) i : | | s 44,425
Investment*- in marketable securities, at market value (cost, $14,125) (note 2) b " 15,289
Recelvable' ' l ’
From secunhes brokers and dealers for sales of mutual fund shares | i 46,687
From the Pioneer Family of Mutual Funds I !1 " 195
Due from affiliates (note D : | i 21,559
Other . i 574
Dealer advances (net of accumulated amortlzatlon of $2,848) (note 8) 2,842
Prepaid serv1ce fees (net of accumulated amortization of $1,389) (note 8) | o 1,165
Deferred tax assets (note 4) . 3 1,050
Other assets - ) ! ' 453
Total assets - : ' $ 134,239
: Liabilities and Stockholder’s Equit!y
- Payable to the Pioneer Famlly of Mutual Funds for fund shares sold - $ 46,687
Accrued expenses and accounts payable E : 5,528
Due to afﬁhates (note 7) o i 15
Distribution and service fees due to brokers and dealers - 21,309
Total llabllmes ) ' 73,539
Stockholder sequity:
Common stock, $0. 10 par value. Authorized 100,000 shares; lssued and
outstandmg 510 shares —
Paid-in cap1ta1 {note 6) 238,013
Accumulated deficit | , : t (177,313)
Total stoclicholder’s equity . . 60,700

|

Total liabilities and stockholder’s equity S | $ 134,239
| —_—
|

See accompanying notes to financial statements.

S——
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i PIONEER FUNDS DISTRIBUTOR, INC.
i (A Wholly Owned Subsidiary of Pioneer
Investment Management, Inc.) | |

Statement of Operations ; ;
Year ended December 31,2006 |
{Dollars in thousands) }
- |
Related party revenues (note 7): - ! ! .
Class B share rights revenue ' ' i % 8,187
Other | : 38,641
Revenues and other income (note 2): i f
Dlstnbunon revenues - _ . i : 5,880
Commist |>|ons. 5 ‘ f \
Mutual funds , : 5317
Variable annuities! ' | : 1,004
Unrealm,d and realized losses on marketable securities, net i E 1,154
Other income ‘ i 2,748
Total revenues and other income ! 62,931
Related party expenses (notes 6 and 7): i
Cost of Class B share’ nghts { : [ 7,385
Other . ; ! 9,943
Dlsmbuuon and adrmmstratwe expenses: 1 )
Salaries and related beneﬁts i 12,411
Sales and marketing L ! . 9,546
Stock 0p| ion expenses : 8,767
Depréciation and amortization l 8,320
Other L 929
' Total distribution and administrative expenses i 57,301
Income before provision for income taxes | 5,630
Provision for i income taxes (note 4) l (2,252).
Income before cumulative effect of change in accountmg principle 3,378
Cumulative effecl of a change in accounting for stock compensation ! '
(net of i mcome tax benefit of $64) (note 6) (94)
Net income 3 3,284
See accompanying notes to financial statements.
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: |
PIONEER FUNDS DISTRIBUTOR, INC.

| (A Wholly Owned Subsidiary of Pioneer
‘ Investment Management, Inc.) il

Statement of Cash Flows l

|

Year ended December 31, 2006 ;
.- . |
‘(Dollar.s in thousands) ]

| i
Cash flows|from operatmg activities: o ‘ ' - l‘
Net income ' |

Adj ustments o reconcrle net income to net cash provrded by operating acuvmes
Deferred income taxes o
Deprecratlon and amortization : i
Unrealized and realized (gains) losses on marketable securities, net
SIDCklOleOH expenses i
Changes in operatmg assets and liabilities: |
Increase in receivable from securities brokers and dealers for sales
of mutual fund shares
Decrease in receivable from the Pioneer Family of Mutual Funds
Inc| rease in due from affiliates
Increase in other receivables . 1
Inci rease in dealer advances, net l
Increase in prepaid service fees, net
Incl'ease in other assets
- Increase in payable to the Pioneer Family of Mutual Funds for fund shares sold
Inclrease in accrued expenses and accounts payable
Dec rease in due 'to affiliates :
Decrease in distribution and servrce fees due to brokers and dealers

. Total adjustments ' ' l
Net cash used in operating activities

Cash flows from i mvestmg activities:
Investments in marketable securities

+ Net cash prowded by investing activities
Net decrease in cash and cash equivalents
Cash and cash equivalent:s, beginning of year

Cash and cash equivalenis, end of year

See accompanying notes to financial statements.

'

3,284

(1,792)
8,320
(1,154)
8,925.

(15,732)
7

(12,864)
(363) .
(6,167)
(2,554)
(263)
15,732
1,026
(9,191)
1,741

(14,331)

(11,047)

2,045

2,045

(9,002)
53,427

44425
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{a)

(b)

Summary of Significant Accounting Policies ' i

(a)

®)

i

1

|

1

i
Nature of Operattons and Organization ‘ ' '

i

(A Wholly Owned Subsidiary of Pioneer : i

. PIONEER FUNDS DISTRIBUTOR, INC. -
|
|

Investment Management, Inc.)
Notes to Financial Statements
December 31, 2006

(Dollars in thousands)

)lNature of Operations !

ll’loneer Funds Distributor, Inc. (the Company), a Massachusetts corporation, serves as the principal
underwnter and distributor of shares of the Pioneer Family of Mutual Funds! (the Pioneer Funds),

,utlllzmg a large network of independent broker-dealers. In addition, the. Cdmpany serves as the

cxcluswe distributor of the Pioneer Variable Contracts Trust. The Company is a registered
lJroker-deaIer with the National Assoctauon of Securities Dealers and the Securities and Exchange
f‘ommnssmn E T ‘

|

il

I' he Company is a wholly owned subsidiary of Pioneer Invest.ment Management Inc. (PIM}. PIM is
a wholly ‘owned subsidiary of Pioneer Investment Management USA Inc. (PIM USA), which is a
wholly owned subsidiary of Pioneer Global Asset Management S.p.A. (PGAM) PGAM is a global
asset management holding company and is a wholly owned sub51d1ary of UniCredito Italiano S.p.A.
(ucn. ' {

Organization

basis of Presentation ‘ ; |

The accompanying financial statements have been prepared in accordance with iiccountmg principles
general]y accepted in the United States of America, which require the use of management estimates
and assumptions that affect the reported amounts of assets and liabilities and dtsclosure of contingent
alssets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could dnffer from those estlrlnates

Recognition of Revenue and Expenses . !

Distribution revenues include distribution fees earned based on an annual rate of 0.75% of net assets
of Class B and Class C shares of the Pioneer Funds (0.50% per annum for Class R shares) and the
galns on sales of Class B share rights sold pursuant to the Class B share rights program (se¢ notes 6
and 7). In addition, a service fee at an annual rate of 0.25% is collected by the Company as
rumbursement from the Pioneer Funds for service fees prepaid to brokers and{dealers in the initial
year that an account is established. In subsequent years, these distribution and service fees are
collected by the Company and remitted to third-party brokers and dealers as c0mpensat10n pursuant
to the underlymg funds’ distribution plans. Commissions consist of underwrltmg commissions and
comrmssmns as dealer earned from the distribution of Class A Pioneer Funds shares and are
re \corded as income on the trade (execution) date. Variable annuity cormmssnons are earned on the
dllstnbutlon of variable annuity contracts. Other income primarily consists of lrnterest and dividend
income. Related party revenue primarily consists of Class B share rights revenue as well as income
e.irned from other PGAM affiliates (see note 6). Operatmg expenses are recorded on the accrual
basxs ;

4

| 6 : : (Continued)
| FF
|




(c)

(d)

(e)

()

(h)

PIONEER FUNDS DISTRIBUTOR, INC.
(A Wholly Owned Subsidiary of Pioneer
Investment Management, Inc.)

Notes to Financial Statements .
December 31, 2006

(Dollars in thousands)

Cash and Cash Equivalents

The Company considers cash equivalents as liquid mvestments with original matunttes of fewer than
90 days. Cash and cash equivalents at December 31, 2006 conStst of cash of $44 405 segregated in
accordance with NASD regulations and amounts invested in commercnal paper

Investments in Marketable Securities ;‘
Investments in marketable securities represent investments in the Pioneer Funds for which the
Company acts as the distributor and are valued at the last repor'ted net asset value. These investments

are accounted for at market value and net asset value. Net reahzed and unreahzed gains and losses
are reported as such in the accompanymg statement of operatlons .

Valuation of Financial Instruments ' ’ F:

The Company considers liquidity and readily available market quotations when estimating the fair
lvalue of financial instruments. The carrying amount of the Company’s ﬁnanc1al instruments, as
stated in the accompanying statement of financial condition, approximates fair value

. .!
Comprehensive Income : C i
Comprehensive income, as defined, includes all changes in equity during a penod from nonowner
?sources , ' ;i
Concentrations of Credit Risk b

|The Company is primarily engaged in the selling of shares of the Ploneer Funds. In the event
counterparties do not fulfill their obligations to the Company, the Company may be exposed to risk.
IThe risk of default depends on the creditworthiness of the counterpames Itis; thc Company’s policy
to review, as necessary, the credit standmg of each counterpa.rty 1|

Share-Based Compensation ‘ ' i

ICemun employees of the Company are eligible to part1c1pate in various stock option and incentive
compensation plans established by PGAM. Stock option awards under these pIans are classified as
habthty awards. Liability classified awards are recognized at estimated fair value at the date of grant,
Iand recognizes compensation expense on a straight line basis (net of estimated forfeitures) over the
requisite service period, which is generally the vesting period. Options. are'[re-measured and the
llablltty is trued -up accordingly at each reporting date through the date of settlement Consequently,
Icc»mpensatlon cost recognized at each reporting date during the vesting penod (as well as during
each period thereafter through the settlement date) will vary based on the changes in the award’s fair
value. : ’1

Effectlve January 1, 2006, the Company adopted the provisions of Statement of Financial
Accountmg Standards (SFAS) No. 123R,- Share-Based Payments (SFAS 123R). The Company
‘elected to adopt the modified prospecttve method as prescribed in SFAS 123R and therefore prior

(Continued)

) | |
! 1
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PIONEER FUNDS DISTRIBUTOR, INC B )
(A Wholly Owned Subsidiary of Pioneer ‘
Investment Management, Inc.) !‘

Notes to Financial Statements
December 31, 2006 ! 1

i
| i

{

i

-{Dollars in thousands)

periods have not been restated. Under the modified prospective method, thiis Statement was applied
to new awards granted after the time of adoption, as,well as the unvested portlon of previously -
'granted equlty-based awards for which the requisite servu::elpenod had nod been rendered as of
January 1, 2006. As these plans have been established by PGAM and not the Company,
Lompensatlon expense recognized in the Company’s statement of operations of $8,925 is reflected as
'Ia. contribution to paid-in capital in the statement of changes in stockholder s equity and
comprehenswe income. Prior to January 1, 2006, the Company accounted for stock options awarded
under Accountmg Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (APB
"5) No compensation expense was recorded prior to January 1, 2006. See note 6 for further
discussion. b

3 | )
(i) Jlfiecently Issued Accounting Standards and Interpretaaons | }

In June 2006 the Financial Accountmg Standards Board (FASB) issued : Interpretamn No. 48,
Accounnng for Uncertainty in Income Taxes, an lnterpretanan of FASB Statement No. 109, -
Accauntmg for Income Taxes (FIN 48), effective for the Company begmmng on January 1, 2007.
I*]N 48 clarifies the accounting for income taxes by prescnbmg the minimum recogmuon threshold a
tax position is required to meet before being recognized in the financial statements. FIN 48 also
provrdes guldance on derecogmzmg, measurement, classrﬁcatron interest and. ‘penaltres accountmg :
m interim penods, disclosure and transition. The Company is currently assessmg the impact, if any,
that will result from adopting FIN 48. |

Iln September 2006, the FASB issued SFAS 157, Fair Value Measurements (SFAS 157) SFAS 157
estabhshes a' framework for measuring fair value and reqmres expanded dlsclosure about the
mformatron used to measure fair value. The statement is effectlve January 1, 2008. The Company is
currently assessing the impact, if any, that will result from adoptmg SFAS 157.

!

Net Capital and Reserve Requirements

As a distributor and underwriter, the Company is subject to the Securities and Exchange Commission’s
regulan ons and operatmg guidelines, which require the Company to maintain a spec1ﬁed amount of net
capital, Eas defined under Rule 15¢3-1. Net capital may fluctuate on a daily basis. The Company uses the
Alternative Standard as its method of net capital computation. The Company s net capltal as computed
under Rule 15¢3-1, was $29 104 at December 31 2006, which exceeded requlred net capital of $250 by
$28,854. -

The Company is exémpt from the reserve requn'emcnts of Rule 1503—3 since its brokgr-dealer transactions -
are llmllted to the purchase; sale, and redemption of redeemable 'securities of reg:stered investment
companies and variable annuities. The Company promptly transmits|all-customer funds and delivers all
securltul’s received in connection with activities as a broker—dealer and does not otherwise hold funds or
securities for, or owe money or securities to, customers. i : ;l

8 ' o {Continued)
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Income Taxes

PIONEER FUNDS DISTRIBUTOR, INC.

(A Wholly Owned Subsidiary of Pioneer

Investment Management, Inc.)
Notes to Financial Statements
-December 31, 2006

(bolla:s in thousands)

PIM USA files a consohdated federal income tax return w1th its dlrect and indirect domestlc subsidiaries,
mcludmg the Company Consolidated income tax provisions (beneﬁts) are allocated]among the companies
based|on the income tax expenses (benefits) that would have been recogmzed had ‘scparate returns been

filed for each entity or ‘when subsndlary losses are utilized in consolidation.

Income tax cxpensg consisted of the following:

. Current:

The provision for income taxes, as stated as a percentage of income

following:

Federal
State

" Deferred:

i

Federal
State

Total tax expense

. Federal statutory rate -
- Increases in tax rate resulting from:

State tax, net of Federal benefit
Other. y

Effective tax rate

3,454
526

3,980 |

(1,688){ :
(104):

(I,792)M

2,188 |

before incomeitaxes, consists of the

35.00%

4.59
0.39

———— — — o ———

i
¥
E
:
|
!
{

[t}
]

(Continued)
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'PIONEER FUNDS DISTRIBUTOR INC
(A Wholly Owned Subsidiary of Pioneer
Investment Management, Inc.) I

‘ - Notes to Financial Statements
December 31, 2006

(Dollars in thousands)

The clomponenls of deferred income taxes recorded in the accompanymg statementi of financial condition
are cnmpnsed of deferred tax assets of approximately $I 050. The approx1mate income tax-effect of each
type of temporary « drfference is as follows: ‘ .

Deferred income tax asset: ) ,
5 2,073

1

Compensatlon related !
. Other : , ' _ L. 566
Gross deferred income tax assets % 2,639

Deferred income tax liabilities: :
Net unrealized gains on marketable securities ' (533)
Dealer advances {1,056)
Gross deferred income tax liabilities : ! {1,589)
Deferred income tax assets, net i | 8 1,050

. ) j .

| o

Based on the Company s historical and current pretax earnings, management believes it is. more likely than
not that the Company will realize the deferred income tax aSSets .existing at December 31, 2006.
Managemem believes that existing net deductible temporary differences which gwe rise to deferred tax
assets will reverse during periods in which the Company generates. Inet taxable i rncome In addition, gross
deductible temporary differences are expected to reverse in periods dunng which offsemng gross taxable
tempdrary differences are expected to reverse. |

‘Beneﬁt Plans ‘

PIM USA and lts subsidiaries have two defined contribution berlleﬁt plans for ehglble employees a
retirement benefit plan and a savings and investment plan (the Beneﬁl Plans) quahﬁed under Section 401
of the/Internat Revenue Code. PIM USA makes contributions to a trustee, on behalf of ehglble employees, -
to fund both Benefit Plans. ) | - ]

| )
Both of the Beneﬁt Plans cover all full-time employees who have met certain age‘land length-of—semce

requnrements PIM USA contributes to the retirement benefit plan anuamount that would purchase a certain
targeu,d monthly pension benefit at the participant’s normal retlrement date. Pamc1pants in the savings and
investment plan may voluntarily contribute up to 50% of their compensatlon and PIM USA will match this
contrlbuuon up to 2%. The Company’s allocated expenses under the Benefit Plans amounted to
approximately $642 for the year ended December 31, 2006, i

Incentive Plans . ' ‘ ) ‘

PIM USA and its subsidiaries do not have a share based compensauon plan for its employees, but certain
senior executives of the Company. part1c1pate in several of PGAM's mcentwe plans.

|
!
1

10 (Conﬁnued)
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' . PIONEER FUNDS DISTRIBUTOR, INC
‘ {A Wholly Owned Subsidiary of Ploneer

Investment Management, Inc.)

December 31, 2006

Notes to Financial Statements |
!
(Dollars in thousands) ]

i
!

In 2001 PGAM’ SlBOﬂI’d of Dlrectors approved the 2001 Long- Term Incentive Plan (2001 LTIP) for key
employees of PGAM and its subsidiaries. Each 2001 LTIP option has a three year cllff vesting period, and
exprratton of each’grant is 10 years after grant date. Exercises of LTIP options may'be settled in shares of
PGAI‘(I stock or in cash, but have generally been cash settled. The optrons were granted at a strike price
correspondmg to the estimated fair value of a common share of PGAM’s stock at each grant date.
Followmg the exhausuon of the 5,000,000 options initially reserved for issudnce under the 2001 LTIP, in
September 2004, PGAM s Board of Directors approved a new Medlum Term Incentrve Plan (MITP) under
whrch PGAM awarded new options to key employees. Options under MTIP are broadly similar to the 2001
LTIP stock options. Differences between the two plans are a shorter, vestmg period of less than three years
and the requ1rement for the settlement of MTIP option exercises to be in cash, as MTIP awards are subject
to a combination of cajl and put option agreements with UCL ‘t

Stock|option transactiqns under the 2001 LTIP and MTIP plans are as follows:
i . Weighted
: average
exercise
‘} ‘ Shares | price (euros)
Outstanding at January 1, 2006 | 128435 45.19
Granted : =] ' —_
Exercised . (48, 414) 35.33
Forfe?ted | E (9,000)} - . 50.79
Outstanding at De?ernber 31, 2006 i 71,021 il 51.20
Exercisable at December 31, 2006 Pomoa] 0 4780
S .' {
Changes in unvested stock options during the year ended December 31, 2006 are as follows:
| . Weighted
average
exercise
_ Shares | price (euros)
Nonvested atJ anuary 1, 2006 o T 72,0000 5198
G'ranted | — —
_Vested g o : - (25,000) -49.10
Forfeited , C ! (9,000} 50.79
Nonvested at December 31, 2006 t . 38,000 il - 54.16
il : -‘l
| ¥
|
A .
| |
11 ! oo (Continued)
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PIONEER FUNDS DISTRIBUTOR, IjNC. t
(A Wholly Owned Subsidiary of Pioneer . I
Investment Management, Inc.)

Notes to Financial Statements _
December 31, 2006 ‘ |

(Dollars in thousands) ‘ Ty

The aggregate intrinsic value of the stock options outstanding as of : December 31, 2006 under 2001 LTIP
and MTIP plans is approximately $2,334 and the aggregate mtnnsu: value of stock'options exercisable as
of December 31,2006 is $1,683. . i ;

In December 2005, PGAM’s Board of Directors approved the 20b5 Long Term.iIncentive Plan (2005

- LTIP). The 2005 LTIP provides for the payment of a cash incentive that is determmed on a basis of an

mdex! which reflects, among other things, the UCI stock appreciation and the profitability of the
consolidated PGAM Group of Companies. Units granted under the 2005 LTIP are linked to a weighted
vanatlon in the index with a three year vesting period and an expiration of ten years after grant date. On
Decemnber 31, 2005, PGAM awarded 4,508,197 units to certain employees of the, Company with a fair-
value|of 0.1647 Euros per unit. In September 2006, PGAM awarded 3,670,635 umts to certain employees
of the Company with a fair value of 0.2016 Euros per unit. As of December 31, 2006 the unvested units
under, the 2005 LTIP totaled 8,178,832. The aggregate intrinsic value of the units outstandmg under 2005
LTIP as of December 31, 2006 is $2,083. No units are exercisable as of December 31 2006.

The fa:r value of each option award is estimated on the date of grant using a HuIl-Wh:te bmormal or
trinoniial model specific for employee stock options valuation method that used the followmg assumptions:

J0LLTIP | MTIP L 2005 LTIP
Expected term of options (years) - 3 years ! 25 years | | 3 years
Volauhty 31.7% - 31 7% 12.5%
Risk free rate (zero coupon curve) 4.0 40 ! 4.0
Dividend yield - . 0.9 ‘ 09 | 15

l 4
As of|January 1, 2006, the Company adopted SFAS 123R under the modlﬁed prosPecuve method. Prior to
Januaryl 2006, the Company did not record any expense in connection with 2001 LTIP as it was
desngned as a fixed stock incentive plan, and the outstanding stock options had no intrinsic value as
deterrmned under Accounting Principles Board Opinion No. 25, Accountmg for Stack Issued to Employees.
Addltlonally, as of December 31, 2005, the Company accounted for the MTIP as a fixed stock incentive
plan and recorded no expense. In connection with the analysis for the adoption of SFAS 123R, it was
dlscovered that all of the stock option exercises in 2005 were settled in cash by PGAM. In addition, the
Comprany became aware of the put and call option features in the MTIP plan[whlch required cash
settlernent of the options. The Company concluded that the appropriate accountmg for the 2005 cash -
settied exercises and the vesting of the MTIP would have been to expense these costs under variable
accountmg method in accordance with APB 25. The Company determined that the stock option expenses
of $1,787 associated with the cash settled exercises and the $3,995 associated with the vesting of the MTIP
awards was immaterial to the Company’s 2005 financial statements. Consequently, the Company recorded
these 2005 stock compensation expenses in 2006. : '1

Upon|adoption of SFAS 123R, the Company recogmzed compensatnon expense of $94 (net of income tax
benefit of $64) as'a cumulative effect of a change in accounting principle assocxated with SFAS 123R’s |

E | 12 !
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PIONEER FUNDS DISTRIBUTOR, INC.
(A Wholly Owned Subsidiary of Pioneer
Investment Management, Inc.) -

Notes to Financial Statements ‘
December 31, 2006

(Dollars in thousands)

' fair value measurement method. For the year ended December 31 2006, the Company recorded stock

option compensation of $2,984. The total intrinsic' value of stock options exercrsed and share-based
habrlmes paid under 2001 LTIP during 2006 is $2,714. The total tax benefit related to the compensatron
cost for share-based payments recogmzed in the statement of operatlons is $120 for 2006

!
Related-Party Transactlons : ' i
The Company has; a fiancing arrangement with PIM, whereby PIM agrees to purchase on an ongoing
monthly basis, at a premium and without recourse, the rights to,receive futurepdlstnbutlon fees and
deferred sales charges on Class B shares of the Pioneer Funds 1ssued after Januaryl, 2002. For the year
ended) December 31, 2006, the Company recognized revenue totalmg $8,187 associated with such sales.
The € lated cost associated with the underlying Class B share sales{actwrty of the Ploneer Funds for the

. year ended December 31, 2006 totaled $7 385. . ig

The Company has a service agreement with PIM to provide for the payment of certam of the Company s
overhéad expenses. Addmonally, PIM provides management, marketing support, systems software, and
other |admmrstratwe services to the Company. In connection with a separate servrce agreement, the
Company charges PIM a fee to provide certain marketing and promotional services. For the year ended
Deceniber 31, 2006, the Company allocated $36,299 to PIM. [ | :
The Company also has an expense sharing agreement with PIM USA in which the Company is allocated a
pro rata portion of certain general and administration expenses mcurred by PIM USA. These expenses
mclude professional fees, space expenses, and other general operatmg expenses} For the year ended

December 31, 2006, the Company was allocated $9,885. 1
1
Other related party revenue of $2,342 includes amounts the Company earned from other PGAM affiliates

for marketmg, salaries, and operating expenses incurred on their behalf Included in related-party expenses

" of $58 are payments made to affiliates for operating expenses mcurred on the Compat‘ry s behalf.

All trtlmsactrons with PIM, PGAM, and other affiliates are charged or credited through intercompany
accounts and may not be the same as those which would otherw1se exist or result}from agreements and
transactions among unaffiliated third partles However, the Company, believes that itis in compliance with
the Internal Revenue Service’s transfer pricing regulauons | |.

Dealer Advances and Prepaid Service Fees | j

|

Certam of the Pioneer Funds maintain a multi-class share structure whereby the pamcrpatmg funds offer
tradltlona} front—end load shares (Class A shares), back-end load shares (Class B and Class C shares) and
no load shares (Class I, Class R and Class Y shares). Class B shares do not require the investor to pay any
sales charge unless there is a redemption within five years. Class C shares may reqmre the investor to pay a
contmoent deferred sales charge (CDSC) if-there is a redemption w1thm one year. However the Company
pays upfront sales commissions (dealer advances) to broker dealers<of up to 4% of the sales transaction
amoum on Class B' shares and 1% on Class C shares. The parucrpatmg Pioneer Funds pay the Company
distribution -and service fees based on their net assets invested in C]ass B, Class C| and Class R shares,
]

i
13 R ) *i _ (Continued)
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!

sub_tect to annual renewal by the participating Pioneer Funds’ board of trustees. The distribution fee is
0. 75% per annum for Class B and Class C shares, and 0.50% per annum for Class R shares. A service fee
of 0. 25% per annum is paid to the Company for Class B and Class C shares, and m the case of Class R
shares a service fee of up to 0.25% per annum may be charged. In addmon the Company is paid a CDSC
on Class B and Class C shares redeemed within the minimum holdmg period. The CDSC is paid based on
the lower of ongmal cost or current market value at declining rates rangmg startmg at 4% on the Class B
shares and 1% for Class Cshares. . { ,

The Company has an agreement with PIM to sell at a premiurn, its nghts to receive t!'uture distribution fees
and deferred sales charges from sales of Class B shares of the Pioneer Funds (see note 6).

The Company capttaltzes and amortizes Class C dealer advances for financial statement purposes over a
12-month period. The Company deducts the dealer advances in full for tax purposes in the year such
advant: es are paid.: Distribution fees received by the Company from participating funds are recorded in
income as earned.» CDSCs received by the Company from redeemmg shareholders are recognized as
revenue Prepaid service fees are capitalized and amortized for ﬁnanc1al statement purposes over a
12-month period.

o

i A ——————
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PIONEER FUNDS DISTRIBUTOR INC
(A Wholly Owned Subsidiary of- Pioneer
Investment Management, Inc.)

Computation of Net Capital Under Rule 15¢3-1 of the
Securities Exchange Act of 1934 |

December 31, 2006 i

(Dollars in thousands)

Computation of net capital: {
Stockholder s equity!
"Deduct nonallowable assets:
Rece:lvables _
Due from affiliates
Prepa'id service fees and dealer advances
Other assets
Hau'c'uts on securities and outstandmg wire trades
Add deferred income taxes, associated with dealer advances -

Net capltal

Computatlon of basic net capital requnrement |
Minimum net capltal required (greater of $250 or 2% of aggregate deblts)

Net capltal in excess of requirement

Reconc:llatlon with Company’s computation (included in Part I A of .
Form X{17A-5 as of December 31, 2006)

Net capltal as reporled in Company’s Part IT A (unaudited) Focus Report

Increase ml,pald in capital due to stock compensation expenses (note 6) |

Decrease i m stock compensatlon liability (note 6) ‘

Increase inldeferred income tax liability from dealer advances and stock
compensation (note 6)

Net capite]. as adjusted

g

See accompanying independent auditors’ report.
1 -
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Schedule I

60,700

769
21,559
4,007
3,092
3,225
1,056

29,104

250"

28,854

25,056
2,984

094

29,104
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PIONEER FUNDS DISTRIBUTOR INC.
_ (A Wholly Owned Subsidiary of Pionger
; Investment Management, Inc.) "| -

, Computation for Determination of Reserve Requirements for
Broker-Dealers Under Rule 15¢3-3 of the
- Securities Exchange Act of 1934

Schedule II

Pioneer Funds Dlstnbutor Inc. is excmpt from the reserve requ:rements Pf Rule 1503-3 l as 1ts transactions are
limited to the purchase, isa]e and redemption of redeemable securities of |reglsterad mvcstment companies. The
Company promptly transmits all customer funds and delivers all securities recelved in connection with activities

]
as a broker-dealer, and does not otherwise hold funds or securities for, or owe money or securities to, customers;

accordingly, the computatlons for determination of reserve reqmrements pursuant

to Rule 15¢3-3 and .

information relating to the possession or control requirements pursuant to Rule 15¢3-3 are not applicable. In the
opinion of management the Company has complied with the exemptive provisions of Rule 15¢3-3 throughout

the year ended December 31, 2006.

;
i

See accompanying indeﬁendem auditors’ report.
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Supplemental Independent Audltors Reporton |

Internal Control Requlred by SEC Rule 17a-§ l

. ‘ ‘; ’ )
The Boa:d of Directors o '

Pioneer Funds Dlsmbutor Inc.: o |

l
In plannmg and performmg our audit of the financial statements of Pioneer Funds Distributor, Inc. (the
Company) for the year ended December 31, 2006, in accordance with audltmg standards generally

: accepted in the United States of America, we considered the Company s internal[control over financial

repomng (internal control) as a basis for designing our auditing procedures for the ,purpose of expressing
our oplmon on the financial statements, but not for the purpose of expressmg an optmon on the
effectiveness of the Company’s internal control. Accordingly, we do not express an opinion on the
effectlvencss of the Company’s internal control. ’I '

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchangje Commlssron ('SEC) we have made a
study |of the practices and procedures followed by the Company including conSIderatlon of control
activities for safeguarding securities. This study included tests of such practices and procedures that we
consrdered relevant to the objectives stated in Rule 17a-5(g) in makmg the penodrc computations- of
aggreg,ate mdebtedness (or aggregate debits) and net capital under Rule 17a-3(a)(1 l) and for determining
comphance with the exemptive provisions of Rule 15c¢3-3. Because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not review the
practlces and procedures followed by the Company in any of the followmg |l

| .
1. Makmg quarterly securities examinations, counts, venﬁcatlons and compans{ons and recordauon of
drfferences required by Rule 17a-13 |

2. Complying with the requirements for prompt payment for securities under Section 8 of Federal
Reserve Regulatlon T of the Board of Governors of the Federal Reserve System

The management of the Company is respon51ble for establishing and maintaining mternal control and the
practlces and procedures referred to in the preceding paragraph. In fulﬁ]llng this responsxblllty, estimates
and Judgments by :management are required to assess the expected {benefits and related costs of controls
and of the practlces and procedures referred to in the preceding paragraph and to assess whether those
practlces and procedures can be expected to achieve the SEC’s above mentioned objectwes Two of the
objectwes of internal control and the practices and procedures are to provide management with reasonable
but not absolute assurance that assets for which the Company has responmblhty are safeguarded against
loss from unauthorized use or drsposmon and that transacnons are executed1 in accordance with
management s authorization and recorded properly to permit the preparatlon of ﬁnanmal statements in -
confonmty with generally-accepted accounting principles. Rule 17a—5(g) lists addmonal objectives of the
practu es and procedures hsted in the preceding paragraph : ll
. |
t |

!
!
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Because of mherent limitations in internal control and-the practices and procedures referred to above, error

or fraud may occur and not be detected. Also, projection of any eyaluatton of them to future periods is
subje(I:t to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of thetr desrgn and operation may deteriorate. I

A control deﬁcrency exists when the design or operation of a colntrol does not!allow management or
employees in the normal course of performing their assigned functtons 'to prevent or detect misstatements
on a ttmely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to initiate, authorize, record process, or ‘report financial data
rehably in accordance with generally accepted accounting pnncrples such that there is more than a remote-
ltkehhood that a misstatement of the entity’s financial statements that is more’ than mconsequentlal will not
be prevented or detected by the entity’s internal control. © | o !

-

A materlal weakness is a significant deﬁcrency, or combtnatton of 51gntﬁcant deﬁcrencres that results in

" more than a remote likelihood that a material misstatement of the ﬁnancral statements will not be prevented

or detected by the entity’s internal control. . . l

Our ton51deratton of internal control was for the limited puspose described m the first and second
paragraphs and would not necessarily identify all deficiencies in lnternal control that might be material
weaknesses We did not identify any deficiencies in internal control'and control actwttles for safeguarding

secuntles that we consrder to be matenal weaknesses, as deﬁned above. |
1

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes tn accordance with the
Securtttes Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomphsh such objectives in all material respects indicate a matertaI inadequacy for such purposes. Based

‘on thrs understandmg and on our study, we believe that the, Company s practlces and procedures, as

descnbed in the second paragraph of this report, were adequate at December 31, 2006, to meet the SEC’s
objeclrves !

This report is mtended solely for the mforrnatton and use of the Board of Directors, management, the SEC,
NASD and other'regulatory agencies that rely on Rule 17a-5(g) under the Secunttes Exchange Act of

19341 in their regulation of registered brokers and dealers, and is notuntended to be and should not be used

by an yone other than these specified parties. } il
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